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Shop Selectively; Still OVERWEIGHT

Overwel g ht (Maintained)

Stocks Covered 11
Ratings (Buy/Neutral/Sell): 71470
Last 12m Earnings Positive

e Maintain OVERWEIGHT on sector, Top Picks are Delfi, Sheng Siong
and Thai Beverage. YTD, the consumer sector has underperformed the
STI. We believe consumer confidence in Singapore has peaked, but think
there are still pockets of opportunities in companies with strong attributes
and a bottom-up growth story. We continue to favour players with market
exposure to the region that are likely to benefit from stronger GDP growth
and higher domestic consumption.

e In Singapore, spend prudently... As tailwinds from buoyant GDP growth
and wealth effects from financial markets and property prices diminished,
growing within Singapore’s domestic market is going to be more challenging
this year. In the Singapore retail sub-sector, we prefer Sheng Siong, as it is
likely see earnings growth coming from higher revenue and margin
improvements on the 10 new stores opened in 2018.

e ...but more consumption in ASEAN. Most of the consumer names under
our coverage have market exposure outside of Singapore. Amongst these,
we like Delfi and ThaiBev which operate in Indonesia and Thailand
respectively. Both of these companies are likely to benefit from improved
domestic consumption during the election year, as well as healthy GDP
growth of ¢.4%-5%.

e Maintain OVERWEIGHT but choose carefully. Valuations are still
reasonable, since most of the consumer names under our coverage are
trading below their 5-year historical average P/Es. A more positive
macroeconomic outlook could lift overall sentiment and the sector’s
valuation. We expect Singapore retail sales to remain tepid in 2019, but
expect firms with stronger attributes to grow at the expense of weaker ones.

e Key risks. Further escalation of trade tensions, and a sharper-than-
expected slowdown of the economy could continue to hurt consumer
sentiment and outlook.

Top Picks Target Price
Delfi - BUY SGD1.68
Sheng Siong - BUY SGD1.25
Thaibev - BUY SGD0.92
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Company Name Rating TP % Upsi_de P/E (x) P/BV (x)  Yield (%)
(SGD) (Downside) Dec-19F Dec-19F Dec-19F
Best World BUY 2.95 46.0 11.4 5.0 4.4
Dairy Farm” BUY 8.25 14 22.4 6.5 2.8
Delfi BUY 1.68 29.2 21.6 2.7 25
Food Empire BUY 0.69 23.2 10.6 1.1 1.4
MindChamps BUY 0.87 32.8 19.4 24 1.6
Sheng Siong BUY 1.25 20.2 19.8 5.0 3.6
Thai Beverage* BUY 0.92 11.5 20.9 3.6 2.4
BreadTalk NEUTRAL 0.81 (6.9) 34.2 3.6 2.3
Genting Singapore NEUTRAL 1.08 11.3 13.8 1.4 4.1
Japan Foods** NEUTRAL 0.45 34 14.5 2.0 4.6
Kimly Ltd** NEUTRAL 0.24 0.0 12.0 3.0 4.2

Note: * data refers to FY19 (Sep) ** data refers to FY20 (Mar) “data is in USD

Source: Company data, RHB
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Sector Outlook

Retail - Not an easy year, prefer firms with bottom-up growth stories

Not an easy year. Singapore’s retail sector started off on a high note in 2018, led by an
improved wealth effect and strong GDP growth towards the end of 2017. As GDP growth
moderates and the property market decelerates, we believe consumer confidence has
peaked. We foresee a more benign consumer sentiment for 2019, amidst an uncertain
macroeconomic outlook, and expect Singaporeans to be prudent spenders in 2019.

Figure 1. Retail sales (ex-motor vehicles) started off on a high note in 2018 but
growth momentum trailed off towards the end of the year
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Non-staples retail should be more affected by slower GDP growth and continued
competition from e-commerce. The increased penetration of e-commerce has allowed
consumers to compare prices more efficiently. Amidst the more cautious sentiment,
consumers are more likely to delay the purchase of non-staple/durable goods to the sales
period for better deals.

We believe this consumer behaviour will be fortified, given that online marketplaces such
as Qo010, Lazada and Shoppee now hold more promotional periods than in the past. In
recent years, there were smaller-scale shopping days like 9.9 (9 Sep), 10.10 (10 Oct) and
12.12 (12 Dec), on top of the usual black Friday and 11.11 (ie Singles’ Day) sale. Smaller
e-commerce players are also increasingly joining these big players to offer big discounts
on those dates. The increased frequency of these online sales dates allow consumers to
hold off non-urgent purchases, and reduce the need for an immediate purchase at brick-
and-mortar stores.

As a result, we believe e-commerce will continue to give brick-and-mortar retailers a run
for their money — especially those in the durables and non-staples space. Aside from
travel bookings, electronics, fashion & beauty and furniture & appliances are amongst the
top categories by e-commerce spending in Singapore, according to We Are Social. Retail
players in these segments should be most affected by e-commerce.

See important disclosures at the end of this report 2 R_”B_’
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Figure 2: Aside from travel bookings, electronics, fashion & beauty and furniture &
appliances are the top categories by e-commerce spending in Singapore

E-COMMERCE SPEND BY CATEGORY

THE TOTAL ANNUAL AMOUNT SPENT ON CONSUMER E-COMMERCE CATEGORIES, IN U.S. DOLLARS
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More challenges for consumer foodservice providers. Food and beverage (F&B) retail
are more resilient to e-commerce, but not entirely immune. As other brick-and-mortar
retailers were threatened by e-commerce, retail malls are increasingly raising the
proportion of tenant mix from F&B players. Against a stagnant population and slow growth
in F&B expenditure, the increase in the number of F&B establishments has greatly
intensified competition in this field.

Figure 3: Population growth in Singapore has been rather Figure 4: So is the growth in the F&B services index...
stagnant...
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Figure 5: But the number of F&B establishments has been
growing at a faster rate
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Separately, the advent of delivery apps like Deliveroo, Foodpanda and Grab Food is
sometimes a double-edged sword for the F&B players. While they can help reach out to a
wider range of customers, this often comes at a high cost — with some players saying that
delivery apps charge as high as c¢.25% of revenue.

Figure 4 shows that the F&B services index has not grown significantly since the
emergence of major food delivery apps in 2012-2016. This meant that the industry could
be squeezed by both increases in fixed costs from more F&B establishments and delivery
charges paid to delivery apps. On top of that, the Singaporean Government could be
tightening the foreign worker Dependency Ratio Ceiling for the services sector to 38% in
2020 and 35% in 2021, from 40%. Companies that have not adequately prepared for
automation should face further labour cost pressures or a labour crunch in the next two
years.

We are largely neutral on the consumer foodservice names we cover. We remain
NEUTRAL on Kimly (KMLY SP, NEUTRAL, TP: SGD0.24) and Japan Foods (JFOOD SP,
NEUTRAL, TP: SGD0.45). Given the lack of growth in overall F&B retail expenditure, firms
with stronger attributes would be growing at the expense of weaker ones. We like Jumbo
(Jumbo SP, NR), which has strong brand name in the seafood space and is able to
command strong gross margin. Its FY19F earnings could do better on the back of new
stores opening in Singapore and higher franchise income. We also like BreadTalk’s
(BREAD SP, NEUTRAL, TP: SGDO0.81) whose Din Tai Fung brand remains popular for its
quality food at mass market ticket size. On costs, we believe firms with central kitchens
like Koufu (KOUFU SP, NR) and BreadTalk should be less affected by the tightening of
foreign labour requirements, given the potential for their central kitchens to take on more
processes and reduce manpower reliance. However, we stay neutral on BreadTalk as its
valuation is

Grocery retailers also face similar challenges. The main challenge for the grocery
players was the sudden upsurge in the number of new outlets in 2018. According to
Euromonitor, the total number of supermarkets and hypermarkets surged by 14 (+4%) in
2018, the highest increase in 5 years. Coupled with slower growth in the economy, SSSG
turned negative in 4Q18. This was largely attributed to the higher supply of new sites
available from the Housing Development Board (HDB) that was assigned for
supermarkets last year.

Figure 6: Sudden increase in the total number of supermarkets and hypermarkets
in 2018 contributed to negative SSSG in 4Q18
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However, we believe the problem grocery retailers face is more cyclical than structural
compared to the F&B players. This is because the total number of supermarkets and
hypermarkets outlets has only expanded by 1.6% over the last 5 years. We believe the
sudden oversupply of grocery retailers is largely a timing issue and note that the number
of new HDB sites available for bids (for supermarkets) has also moderated for 2019.

See important disclosures at the end of this report
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Figure 7: There are nine supermarkets sites to be put up for bids from now till
the end of the year

Estate Street Name Floor Space (Sq m)
Punggol Bayview Sumang Walk 500
Tampines GreenRidges Tampines Avenue 9 600
Sembawang Sun Breeze Sembawang Crescent 500
Sembawang Sun Natura Sembawang Crescent 500
Woodlands Marsiling GreenView Woodlands Street 13 800
Bidadari Alkaff Vista Bidadari Park Drive 500
Sengkang Fernvale Woods Sengkang West Avenue 1000
Tampines GreenWeave Tampines North Drive 1 400
Bidadari Alkaff LakeView Alkaff Crescent 600
Source: HDB

Online competition is here to stay. Online grocery services in Singapore is still at a
nascent phase. Today, we estimate the online format to constitute approximately 3-4% of
Singapore’s grocery market. That said, the intensity of online competition has peaked.

Redmart has been in Singapore since 2011. On 15 Mar, it moved its app onto the Lazada
platform. New orders are no longer accepted on Redmart’s app or website. While we
believe the consolidation of Redmart and the Lazada platform will bring about greater
efficiency and cost savings for the company, there is no obvious benefit to the consumers
except for the SGD25 worth of vouchers for existing customers who opted to move their
accounts from Redmart to Lazada. On the other hand, Amazon Prime Now, launched in
Jul 2017, has lost its hype after it introduced Prime membership fees in December that
year.

We believe there will be a continued gradual diffusion of customers from brick-and-mortar
stores to e-commerce, as consumers become more familiar and comfortable with
shopping online. Incumbents will have to improve their online platforms or open in
strategic locations to compete on convenience, while offering good quality and value.

That said, we prefer Sheng Siong (SSG SP, BUY, TP: SGD1.25) over Dairy Farm (DFI
SP, BUY, TP: USD8.25) amongst the grocery retail names we cover. We believe Sheng
Siong has more to offer in terms of organic growth. The group opened 10 new stores in
2018, which should see revenue maturing this year to offset the higher fixed costs. Sheng
Siong is also unlikely to face severe labour crunch issues over the next two years as it will
be rolling out hybrid payment machines in the remaining 30% of its stores, which should
help to reduce manpower reliance.

Consumer goods - tapping on growing domestic consumption in the
region

This year, with the stabilisation of regional currencies, we are generally overweight on the
consumer goods names under our coverage, especially those with market exposure
outside of Singapore. Of these, we prefer Delfi (DELFI SP, BUY, TP: SGD1.68). We
expect to see improved domestic consumption for its core market, Indonesia, driven by the
general election year and decent FY19F GDP growth of 5.1%. We also like Thaibev
(THBEV SP, BUY, TP” SGD0.92) which continues to see recovery in alcohol demand.

Delfi is one of our top picks amongst the Singapore-listed consumer names. It is the
leading chocolate confectionery player in Indonesia in terms of market share. Prior to
2018, Delfi downsized its product portfolio to focus more on growing the premium and
higher-value product range. With a steady 5% growth in the country’s GDP, we think Delfi
is well-positioned to leverage on the rising middle class and higher purchasing power in
Indonesia. In addition, with the general election looming, we expect consumer sentiment
to remain buoyant.

We forecast 19% growth in FY19F earnings, driven by strong revenue growth and
improved operating leverage as fixed costs stabilised. Our investment thesis for Delfi is
further strengthened by the stabilising of IDR vs USD this year.

See important disclosures at the end of this report
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Figure 8: Indonesia’s GDP has been fairly stable at 5% Figure 9: USD/IDR has stabilised, which should help
strengthen Delfi’s gross margin
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Alcohol consumption recovery continues for Thaibev. We believe there is still some
upside to Thaibev’s share price. While the recent general election has put a mixed outlook
to the new government, we believe near-term alcohol demand would continue to recover
in Thailand on the back of improving farm income. According to Thailand Office of
Industrial Statistics, beer production for Jan-Feb 2019 increased by 5.2% YoY. We expect
demand for Thaibev products to grow at a similar rate to its industry production figures.

Thaibev’s spirits volumes may, however, see slower YoY growth in 2QFY19 (ie Jan-Mar)
as the elderly tax implemented on 26 Jan 2018 could lead to higher trade sales in Jan
2018 and create a higher base effect. Nonetheless, we expect overall end-consumer
demand to improve against the weaker sentiment in 2018. Additional stimulus packages

after the new Cabinet is established should help to drive further improvement in domestic
consumption.

Figure 10: Thailand’s farm income has recovered from the Figure 11: Growth in beer production has turned positive
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Best World — best when entered at the right price. We still have a contrarian BUY call
on the stock with a TP of SGD2.95. Best World’s share price declined recently due to
concerns on the sustainability of its China growth and the lack of brand visibility from
online searches. However, we note that management was still expecting 50% YoY growth
in end-consumer demand for the China market during its 4Q18 results briefing. As such,
we believe growth momentum should still be strong in the near term. Currently, we
forecast net earnings to grow at 52% for FY19. While the lack of visibility in Best World’s
direct-selling and franchise model suggests that investors should be cautious, we believe
that its current share price, at below SGD2.10, is very compelling and could offer
substantial upside to investors to justify the risk.

See important disclosures at the end of this report
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Valuations are still reasonable

In terms of valuations, most of the consumer stocks are trading below their 5-year
historical P/Es. As such, valuations are not stretched yet. Improvement in the macro-
economic outlook could lift overall sentiment and the sector’s valuation. For our sector top
picks, we prefer quality names like Delfi, Thaibev and Sheng Siong, which offer stable
earnings growth at decent valuations.

Figure 12: P/Es of the Singapore consumer stocks in our coverage universe

5-Year Average

Rating FY19F P/E P/E
Best World BUY 114 18.2
Dairy Farm BUY 22.4 24.2
Delfi BUY 21.6 33.2
Food Empire BUY 10.6 15.4
MindChamps BUY 19.4 27.2
Sheng Siong BUY 19.8 22.6
Thai Beverage BUY 20.9 19.0
BreadTalk NEUTRAL 34.2 31.0
Genting Singapore NEUTRAL 13.8 22.3
Japan Foods NEUTRAL 14.5 16.7
Kimly NEUTRAL 12.0 16.2

Source: RHB, Bloomberg
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RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months
Trading Buy: Share price may exceed 15% over the next 3 months, however
longer-term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next
12 months

Take Profit: ~ Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Investment Research Disclaimers
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who may receive this report. This report is not intended, and should not under any
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securities referred to herein or any related financial instruments.

This report may further consist of, whether in whole or in part, summaries, research,
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venture and/or business partners. No representation or warranty (express or implied)
is given as to the accuracy or completeness of such information and accordingly
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virtue of distribution to these categories of investors, RHB Securities Singapore Pte
Ltd and its representatives are not required to comply with Section 36 of the
Financial Advisers Act (Chapter 110) (Section 36 relates to disclosure of RHB
Securities Singapore Pte Ltd ’'s interest and/or its representative's interest in
securities). Recipients of this report in Singapore may contact RHB Securities
Singapore Pte Ltd in respect of any matter arising from or in connection with the
report.

Hong Kong

This report is issued and distributed in Hong Kong by RHB Securities Hong Kong
Limited (Bl 5% 55 AR/\E]) (CE No.: ADU220) (“RHBSHK”) which is licensed in
Hong Kong by the Securities and Futures Commission for Type 1 (dealing in
securities) and Type 4 (advising on securities) regulated activities. Any investors
wishing to purchase or otherwise deal in the securities covered in this report should
contact RHBSHK. RHBSHK is a wholly owned subsidiary of RHB Hong Kong
Limited; for the purposes of disclosure under the Hong Kong jurisdiction herein,
please note that RHB Hong Kong Limited with its affiliates (including but not limited
to RHBSHK) will collectively be referred to as “RHBHK.” RHBHK conducts a full-
service, integrated investment banking, asset management, and brokerage business.
RHBHK does and seeks to do business with companies covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this research report. Investors should
consider this report as only a single factor in making their investment decision.
Importantly, please see the company-specific regulatory disclosures below for
compliance with specific rules and regulations under the Hong Kong jurisdiction.
Other than company-specific disclosures relating to RHBHK, this research report is
based on current public information that we consider reliable, but we do not
represent it is accurate or complete, and it should not be relied on as such.

United States

This report was prepared by RHB and is being distributed solely and directly to
“major” U.S. institutional investors as defined under, and pursuant to, the
requirements of Rule 15a-6 under the U.S. Securities and Exchange Act of 1934, as
amended (the “Exchange Act’). Accordingly, access to this report via Bursa
Marketplace or any other Electronic Services Provider is not intended for any party
other than “major” US institutional investors, nor shall be deemed as solicitation by
RHB in any manner. RHB is not registered as a broker-dealer in the United States
and does not offer brokerage services to U.S. persons. Any order for the purchase
or sale of the securities discussed herein that are listed on Bursa Malaysia Securities
Berhad must be placed with and through Auerbach Grayson (“AG”). Any order for the
purchase or sale of all other securities discussed herein must be placed with and
through such other registered U.S. broker-dealer as appointed by RHB from time to
time as required by the Exchange Act Rule 15a-6. This report is confidential and not
intended for distribution to, or use by, persons other than the recipient and its
employees, agents and advisors, as applicable. Additionally, where research is
distributed via Electronic Service Provider, the analysts whose names appear in this
report are not registered or qualified as research analysts in the United States and
are not associated persons of Auerbach Grayson AG or such other registered U.S.
broker-dealer as appointed by RHB from time to time and therefore may not be
subject to any applicable restrictions under Financial Industry Regulatory Authority
(“FINRA”) rules on communications with a subject company, public appearances and
personal trading. Investing in any non-U.S. securities or related financial instruments
discussed in this research report may present certain risks. The securities of non-
U.S. issuers may not be registered with, or be subject to the regulations of, the U.S.
Securities and Exchange Commission. Information on non-U.S. securities or related
financial instruments may be limited. Foreign companies may not be subject to audit
and reporting standards and regulatory requirements comparable to those in the
United States. The financial instruments discussed in this report may not be suitable
for all investors. Transactions in foreign markets may be subject to regulations that
differ from or offer less protection than those in the United States.

OWNERSHIP AND MATERIAL CONFLICTS OF INTEREST

Malaysia

RHB does not have qualified shareholding (1% or more) in the subject company (ies)
covered in this report except for:

@ -

RHB and/or its subsidiaries are not liquidity providers or market makers for the
subject company (ies) covered in this report except for:

@ -

RHB and/or its subsidiaries have not participated as a syndicate member in share
offerings and/or bond issues in securities covered in this report in the last 12 months
except for:

@ -

RHB has not provided investment banking services to the company/companies
covered in this report in the last 12 months except for:

@ -

Thailand

RHB Securities (Thailand) PCL and/or its directors, officers, associates, connected
parties and/or employees, may have, or have had, interests and/or commitments in
the securities in subject company(ies) mentioned in this report or any securities
related thereto. Further, RHB Securities (Thailand) PCL may have, or have had,
business relationships with the subject company(ies) mentioned in this report. As a
result, investors should exercise their own judgment carefully before making any
investment decisions.

Indonesia

PT RHB Sekuritas Indonesia is not affiliated with the subject company(ies) covered

in this report both directly or indirectly as per the definitions of affiliation above.

Pursuant to the Capital Market Law (Law Number 8 Year 1995) and the supporting

regulations thereof, what constitutes as affiliated parties are as follows:

1. Familial relationship due to marriage or blood up to the second degree, both
horizontally or vertically;

2. Affiliation between parties to the employees, Directors or Commissioners of the
parties concerned;

3.  Affiliation between 2 companies whereby one or more member of the Board of
Directors or the Commissioners are the same;

4.  Affiliation between the Company and the parties, both directly or indirectly,
controlling or being controlled by the Company;

5.  Affiliation between 2 companies which are controlled, directly or indirectly, by
the same party; or

6. Affiliation between the Company and the main Shareholders.

PT RHB Sekuritas Indonesia is not an insider as defined in the Capital Market Law
and the information contained in this report is not considered as insider information
prohibited by law. Insider means:

a. acommissioner, director or employee of an Issuer or Public Company;

b.  asubstantial shareholder of an Issuer or Public Company;

c. an individual, who because of his position or profession, or because of a
business relationship with an Issuer or Public Company, has access to inside
information; and

d.  anindividual who within the last six months was a Person defined in letters a, b
or ¢, above.

Singapore
RHB Securities Singapore Pte Ltd and/or its subsidiaries and/or associated
companies do not make a market in any securities covered in this report,
except for:

(@) -

The staff of RHB Securities Singapore Pte Ltd and its subsidiaries and/or its
associated companies do not serve on any board or trustee positions of any issuer
whose securities are covered in this report, except for:

(@) -

RHB Securities Singapore Pte Ltd and/or its subsidiaries and/or its associated
companies do not have and have not within the last 12 months had any corporate
finance advisory relationship with the issuer of the securities covered in this report or
any other relationship (including a shareholding of 1% or more in the securities
covered in this report) that may create a potential conflict of interest, except for:

(@) -

If you are not an accredited investors, expert investors and institutional investors,
RHB Securities Singapore Pte Ltd accepts legal responsibility for the contents of the
analysis or report without any disclaimer limiting or otherwise curtailing such legal
responsibility.

Hong Kong
The following disclosures relate to relationships between RHBHK and companies
covered by Research Department of RHBSHK and referred to in this research report:

RHBSHK hereby certifies that no part of RHBSHK analyst compensation was, is or
will be, directly or indirectly, related to the specific recommendations or views
expressed in this research report.

RHBHK had an investment banking services client relationships during the past 12
months with: -.

RHBHK has received compensation for investment banking services, during the past
12 months from: -.

RHBHK managed/co-managed public offerings, in the past 12 months for: -.
On a principal basis. RHBHK has a position of over 1% market capitalization of: -.
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Additionally, please note the following:

Ownership and material conflicts of interest: RHBSHK policy prohibits its
analysts and associates reporting to analysts from owning securities of any company

covered by the analyst.

Analyst as officer or director: RHBSHK policy prohibits its analysts, and
associates reporting to analysts from serving as an officer, director, advisory board
member or employee of any company covered by the analyst.

RHBHK salespeople, traders, and other non-research professionals may provide oral
or written market commentary or trading strategies to RHB clients that reflect
opinions that are contrary to the opinions expressed in this research report.
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KUALA LUMPUR

RHB Research Institute Sdn Bhd
Level 3A, Tower One, RHB Centre
Jalan Tun Razak

Kuala Lumpur 50400

Malaysia

Tel : +603 9280 8888

Fax - +603 9200 2216

HONG KONG

RHB Securities Hong Kong Ltd.
12" Floor, World-Wide House

19 Des Voeux Road

Central

Hong Kong

Tel - +852 2525 1118

Fax : +852 2810 0908

SINGAPORE

RHB Securities Singapore
Pte Ltd.

10 Collyer Quay

#09-08 Ocean Financial Centre
Singapore 049315

Tel : +65 6533 1818

Fax : +65 6532 6211

JAKARTA

PT RHB Sekuritas Indonesia
Wisma Mulia, 20th Floor

JI. Jenderal Gatot Subroto No. 42
Jakarta 12710

Indonesia

Tel - #6221 2783 0888

Fax -+6221 2783 0777

BANGKOK

RHB Securities (Thailand) PCL

10th Floor, Sathomn Square Office Tower
98, North Sathorn Road, Silom

Bangrak, Bangkok 10500

Thailand

Tel: +66 2088 9999

Fax :+66 2088 9799
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